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HONORABLE M. J. “MIKE” FOSTER, JR., GOVERNOR
EXECUTIVE DEPARTMENT
STATE OF LOUISIANA
Baton Rouge, Louisiana

As part of our audit of the State of Louisiana’s financial statements for the year ended June 30,
2002, we considered the Executive Department’s internal control over financial reporting and
over compliance with requirements that could have a direct and material effect on a major
federal program; we examined evidence supporting certain accounts and balances material to
the State of Louisiana’s financial statements; and we tested the department’s compliance with
laws and regulations that could have a direct and material effect on the State of Louisiana’s
financial statements and major federal programs as required by Government Auditing Standards
and U.S. Office of Management and Budget Circular A-133.

The Annual Fiscal Reports of the Executive Department were not audited or reviewed by us,
and, accordingly, we do not express an opinion on those reports.  The department’s accounts
are an integral part of the State of Louisiana’s financial statements, upon which the Louisiana
Legislative Auditor expresses an opinion.

In our prior management letter on the Executive Department for the year ended June 30, 2001,
we reported findings relating to the internal audit function, inadequate fund balance - Patients’
Compensation Fund, and leave use not required.  These findings have not been resolved by
management and are addressed again in this letter.

Based on the application of the procedures referred to previously, all significant findings are
included in this letter for management’s consideration.  All findings included in this management
letter that are required to be reported by Government Auditing Standards will also be included in
the State of Louisiana’s Single Audit Report for the year ended June 30, 2002.

Ineffective Internal Audit Function

For the eleventh consecutive year, the Executive Department does not have an effective
internal audit function to examine, evaluate, and report on its internal controls, including
information systems, and to evaluate compliance with the policies and procedures that
comprise controls.  Act 12 of the 2001 Regular Session of the Louisiana Legislature
requires agencies with budgets in excess of $30 million to use existing program
resources and the table of organization to establish an internal auditor position.
Considering the size of the department’s reported assets ($478,781,557) and revenues
($461,835,700), an effective internal audit function is important to ensure the
department’s assets are safeguarded and the department’s policies and procedures are
uniformly applied.
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The Executive Department should establish an internal audit function to provide
assurance that assets are safeguarded and to ensure that management’s policies and
procedures are applied in accordance with management’s intentions.  Management
concurred with this finding (see Appendix A, page 1).

Inadequate Fund Balance -
  Patients' Compensation Fund

For the eleventh consecutive year, the Executive Department, Patients' Compensation
Fund Oversight Board, did not maintain an adequate surplus in the Patients'
Compensation Fund as required by Louisiana law.  Louisiana Revised Statute
40:1299.44(A)(6)(a) requires that a surplus of 50% of the annual surcharge premiums,
reserves established for individual claims, reserves established for incurred but not
reported claims, and expenses be maintained in the fund.

For the fiscal year ended June 30, 2002, the accumulated balance or surcharges,
reserves, and expenses is estimated to be $564,713,778, which under Louisiana law
would require a fund balance of $282,356,889.  As of June 30, 2002, the actual fund
balance was $130,781,615 resulting in a shortfall of $151,575,274.  This shortfall
resulted from practices in effect before the Patients' Compensation Fund Oversight
Board was created, whereby rates for medical malpractice premiums were not set based
on experience ratings, including historical losses, interest payments, and future medical
amounts.

The Patients’ Compensation Fund Oversight Board should establish an adequate rate
level to achieve the 50% surplus requirement over a reasonable period of time.
Management concurred with the finding and outlined a plan of corrective action (see
Appendix A, pages 2-3).

Subrecipients Not Monitored

The Governor’s Office of the Workforce Commission (OWC) did not obtain or conduct
any quality control reviews (monitoring) of any subrecipients of Temporary Assistance
for Needy Families (TANF) (CFDA 93.558) funds it administered during the fiscal year
ended June 30, 2002.  The United States Office of Management and Budget Circular A-
133 requires a pass-through entity to monitor subrecipients for compliance with
applicable federal laws and regulations.

The OWC entered into a Memorandum of Understanding (MOU) with the Louisiana
Department of Social Services for OWC to administer the expenditure of TANF funds for
adult education, basic skills training, job skills training, and retention services.
Subsequent to that MOU, the OWC entered into a MOU with the Louisiana Community
and Technical College System (LCTCS) to verify the eligibility of the participants, provide
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workforce preparation, and ensure necessary on-going child care and transportation
assistance to participants to fully engage in training opportunities.

The OWC reimbursed $1,665,472 to LCTCS but did not visit the LCTCS campuses or
otherwise actively monitor the TANF activity at the campuses to determine if participants
were eligible and whether evidence existed to support the expenditures charged to the
TANF program.  Failure to monitor subrecipient activity increases the risk that
unallowable costs will be incurred and not be detected or corrected in a timely manner.

The OWC should visit the LCTCS campuses and actively monitor the activity and
supporting documentation maintained by the LCTCS campuses to reduce the risk of
questioned costs being incurred or not being detected timely.  Management concurred
with the finding and outlined a plan of corrective action (see Appendix A, pages 4-12).

Leave Use Not Required

For the sixth consecutive year, the Executive Office does not require its senior staff to
charge annual or sick leave if they are out of the office for less than eight hours during
the regular workday.  Failure to require senior staff to use annual or sick leave when
they are not conducting state business during normal working hours may constitute a
donation of public funds, which is prohibited by Article VII, Section 14(A) of the Louisiana
Constitution of 1974.

Senior management staff are not required to take leave if they contact the office at some
time during the normal workday.  Senior staff are considered on call at any time during a
24-hour period and are not permitted to earn compensatory time for work beyond a
normal 8-hour workday.  The Executive Office provided a list of 27 persons employed
within that office to whom this policy applied.  However, this policy stems from Executive
Order MJF 98-23 and applies to all unclassified officers and employees in the
unclassified services of the executive branch of government, with the exception of
elected officials and their officers and employees and officers and employees of a
“system” authorized by the Louisiana Constitution or legislative act to manage and
supervise its own system.  The Executive Office was not able to provide a complete
listing of all persons statewide who are subject to the provisions of this Executive Order.

The Executive Office should establish policies that require all senior management staff
to take leave when not conducting state business during their normal working hours.
This statewide policy for unclassified employees should be reviewed to ensure
accountability for state payroll expenditures.  Management stated that the criticisms in
the 2001-2002 legislative audit are based on a continued misinterpretation of the leave
policy and its application to the Office of the Governor (see Appendix A, pages 13-14).
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Additional Comments:  We continue to believe that every employee should provide an
accurate documentation of his/her work hours.  Even when employees work irregular
hours and/or are not allowed to earn compensatory time, accurate records should be
maintained to demonstrate that every employee has worked at least 40 hours during a
week or has appropriately taken leave, since they earn and accumulate annual and sick
leave based on a 40-hour work week.  Employees who earn leave but do not use that
leave in all cases where it is appropriate to do so incur a cost to the state because
employees are paid up to 300 hours of annual leave upon termination.  Leave not paid in
cash may be used to increase retirement benefits if the employee retires from one of the
state systems.  Because the current policy can be broadly interpreted, it is unclear if all
employees to whom this policy applies are actually recording leave when they are
unavailable to serve the governor.

The recommendations in this letter represent, in our judgment, those most likely to bring about
beneficial improvements to the operations of the department.  The varying nature of the
recommendations, their implementation costs, and their potential impact on the operations of
the department should be considered in reaching decisions on courses of action.  Findings
relating to the department’s compliance with applicable laws and regulations should be
addressed immediately by management.

This letter is intended for the information and use of the department and its management and is
not intended to be and should not be used by anyone other than these specified parties.  Under
Louisiana Revised Statute 24:513, this report is a public document, and it has been distributed
to appropriate public officials.

Respectfully submitted,

Grover C. Austin, CPA
First Assistant Legislative Auditor
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Appendix A

Management’s Corrective Action
Plans and Responses to the

Findings and Recommendations






























